s 

365.42 
L72PH 
1984 


PLEASE  RETURN 


BWf  DOCUMENTS  ttJLLKTfW 

JUL -3  1985 

MONTANA  STATE  UBRAWf 

1515  E.  6th  AVE. 
HELENA,  MONTANA  59620 


OFFICE  OF  THE  LEGISLATIVE  AUDITOR 

STATE  OF  MONTANA 
STATE  CAPITOL         •  HELENA 


Montana  State  Library 


3  0864  1003  3543  2 


STATE  OF  MONTANA 

Report  to  the  Legislature 

DEPARTMENT  OF   INSTITUTIONS 

PINE   HILLS   SCHOOL 

Financial-Compliance  Audit  for  the 
Two   Fiscal   Years   Ended  June  30,    1984 


Office  of  the   Legislative  Auditor 
84-24  Room   135,    State  Capitol 

Helena,   Montana     59620 


TABLE  OF  CONTENTS 

Page 

Appointed  and  Administrative  Officials  iii 

Summary  of  Recommendations  iv 

General  1 

Background  1 

Revenue   Recognition  2 

Funds   Held  Outside  the  Treasury  3 

Unrecorded  Activity  3 

Fund   Placement  4 

Expenditure  Accrual  5 

Plant,    Property  and   Equipment  6 

State  Compliance  7 

General   Fund   Expenditures  7 

Abandoned   Property  7 

Untimely  Deposits  8 

Improper  Use  of  the  Contingent   Revolving   Fund  8 

Federal   Grants  9 

Eligibility   Requirements  9 

Internal   Control  10 

Prior  Audit   Recommendations  12 

Auditor's   Report  and   Schedules  of 
Agency   Financial   Activity 

Summary  of  Audit  Opinion  13 

Auditor's   Report  14 

Schedule  of  Changes   in   Fund   Balance 

for  the  Two   Fiscal   Years   Ending 

June  30,    1984  18 


TABLE   OF  CONTENTS    (Continued) 

Page 

Schedules  of  Revenue  By   Revenue 

Classification   By   Fund  -   Estimated 

and  Actual   for  Each  of  the  Two  Fiscal 

Years  Ending  June  30,    1984  19 

Schedule  of  Expenditures  By  Program 
By  Fund  -  Budget  and  Actual  for  the 
Two  Fiscal   Years   Ending  June  30,    1984  20 

Schedule  of  Expenditures   By   Program 

By  Object  -  All   Funds   for  the  Two 

Fiscal   Years  Ending  June  30,    1984  21 

Schedule  of  Additions  and  Deductions 
to  Agency  Fund  Assets,  Fiscal  Years 
Ending  June  30,    1983  and   1984  22 

Notes  to   Financial   Schedules  23 

Schedule  of  Federal  Subgrants,    Fiscal 

Years  Ending  June  30,    1983  and   1984  27 

Agency   Response  28 


ii 


APPOINTED   AND  ADMINISTRATIVE  OFFICIALS 

DEPARTMENT   OF   INSTITUTIONS 

Carroll   South  Director 

Curt  Chisholm  Deputy  Director 

James  L.    Haubein  Administrator 

Management  Services 

Daniel   Russell  Administrator 

Corrections  Division 

PINE   HILLS   SCHOOL 

Allan  Davis  Superintendent 

Mike  Devich  Administrative  Officer 


SUMMARY   OF   RECOMMENDATIONS 


Recommendation   #1 

The  school   record   revenue  in  accordance 
with   state  accounting   policy. 

Agency   Response:      Concur.      See  page  29. 

Recommendation   #2 

The  school: 

A.  Record  all  financial  activity  on   SBAS 
in  accordance  with   section   17-2-101, 
MCA. 

Agency   Response:      Concur.      See  page  29. 

B.  Record  all  activity   in  the  proper  fund 
in  accordance  with   state  accounting 
policy. 

Agency   Response:      Concur.      See  page  29. 

Recommendation   #3 

The  school: 

A.  Accrue  only  valid  obligations  in 
compliance  with   state  policy. 

Agency   Response:      Concur.      See  page  29. 

B.  Not  spend  the  amounts  accrued   in 
fiscal   year   1984  for  the  SDB  contract. 

Agency   Response:      Do  not  Concur.      See  page  29. 

Recommendation   #4 

The  school   record  the  cost  of  land  and 
buildings   in   accordance  with   state 
accounting   policy. 

Agency   Response:      Concur.      See  page  30. 

Recommendation   #5 

The  school   spend  non-General   Fund  money 
before  spending   General   Fund  money. 

Agency   Response:      Concur.      See  page  30. 
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Agency   Response:      Concur.      See  page  30. 

Recommendation   #9 

The  school: 
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eligibility   requirements.  10 

Agency   Response:      Concur.      See  page  31. 
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for  ineligible  meals  claimed   under  the 
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GENERAL 

We  performed  a  financial-compliance  audit  of  the  Pine  Hills 
School  for  fiscal  years  1982-83  and  1983-84.  The  objectives  of  the 
audit  were  to:  (1)  determine  if  the  school's  financial  schedules 
present  fairly  the  results  of  operations  for  the  two  fiscal  years 
ended  June  30,  1984;  (2)  determine  if  the  school  complied  with 
applicable  laws  and  regulations;  and  (3)  review  the  adequacy  of 
the  management  information  system  and  make  recommendations  for 
the  improvement  in  the  management  and  internal  controls  of  the 
school. 

This  report  contains  nine  recommendations  to  the  school. 
These  recommendations  address  areas  where  the  school  can  improve 
management,  internal  control,  financial  reporting,  and  compliance 
with  laws  and  regulations.  Other  areas  of  concern  deemed  not  to 
have  a  significant  effect  on  the  successful  operations  of  the  school 
programs  are  not  specifically  included  in  the  report,  but  have 
been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing the   recommendation. 

We  thank  the  Superintendent  and  his  staff  for  their  coopera- 
tion and  assistance  during   the  audit. 

BACKGROUND 

The  Pine  Hills  School  was  established  in  1894  in  Miles  City. 
The  school  provides  residential  treatment  and  45  day  evaluation  of 
male  youths  between  10  and  21  years  of  age.  The  school's  stated 
goal  is  to  "provide  a  meaningful,  nonpunitive  environment  condu- 
cive to  the  rehabilitation  process  for  appropriately  referred  youths 
in  the  least  restrictive  setting."  As  a  means  of  accomplishing  the 
stated  goal  the  school   has  identified  the  following  objectives: 


1  .  To  provide  diagnostic  and  evaluative  services  for  each  com- 
mitted youth,  determining  appropriateness  of  placement  and 
individual   needs. 


2.  To  provide  rehabilitative  treatment  services  for  each  youth 
based  upon  diagnostic  and  evaluative  information. 

3.  To  provide  a  helpful,  stable,  and  stimulating  environment 
conducive  to  and  in  conjunction  with  the  rehabilitative  pro- 
cess. 

4.  To  provide  administrative,  logistical,  and  financial  support 
necessary  to  meet  goals. 

The  school  provides  care  in  a  group  living  atmosphere,  medi- 
cal and  psychological  treatment,  counseling,  academic  training  and 
vocational   training. 

REVENUE   RECOGNITION 

Management  memo  2-84-2  requires  that  Special  Revenue  Fund 
revenues  be  recorded  using  the  modified  accrual  basis  of  account- 
ing. Under  this  basis,  revenues  are  to  be  recognized  in  the 
accounting  period  in  which  they  become  both  measurable  and 
available. 

We  noted  the  school  made  errors  in  accruing  revenue  from 
federal  sources  in  accordance  with  state  accounting  policy  during 
the  two  fiscal  years  ending  June  30,  1984.  Consequently,  revenue 
was  not  recorded  in  the  proper  years.  The  net  overstatements 
(understatements)  as  reflected  in  the  Special  Revenue  Fund  are 
identified   below. 

Schedule   of  Misstatements 

Fiscal  Year  Fiscal  Year 

Fund  1982-83  1983-84 

Special   Revenue    Fund  (1,097)  15,248 


A  school  employee  indicated  the  misstatements  were  caused  by 
two  factors.  First,  school  accounting  personnel  said  they  did  not 
recognize  the  need  to  accrue  revenue.  Second,  school  personnel 
misinterpreted  the  Department  of  Administration's  year-end  cutoff 
instructions    as    specified    in    management    memo  2-84-2.      Compliance 


with     the     management     memo     is     necessary     to    ensure     revenue     is 
recorded   in   the  proper  year. 

RECOMMENDATION    #1 


WE   RECOMMEND   THE   SCHOOL    RECORD    REVENUE    IN    ACCOR- 
DANCE WITH   STATE  ACCOUNTING    POLICY. 


FUNDS   HELD   OUTSIDE   THE   TREASURY 

The  school  maintains  three  nontreasury  checking  accounts  at 
local  banks.  These  accounts  include  moneys  held  in  trust  for  the 
boys  and  the  following   state  moneys: 

Athletics  Account 

Gifts,    Donations,   and   Scholarships  Account 

Cigarette  Account 

Transportation  Account 

Canteen  Account 

The  transportation  and  canteen  accounts  are  recorded  in 
separate  checking  accounts  while  the  other  accounts  are  combined 
with  boys'  trust  funds  in  a  custodian  cash  account.  The  school  is 
violating  state  policy  in  three  areas  relating  to  its  use  of  the 
accounts  listed  above.  First,  the  school  is  commingling  state  and 
custodial  moneys  in  the  custodian  bank  account.  Secondly,  the 
school  is  not  recording  the  transportation  and  canteen  account 
moneys  on  its  financial  records.  Finally,  the  moneys  for  the 
remaining  accounts  are  not  recorded  in  the  proper  fund.  The 
latter  two  concerns  were  also  noted  in  the  prior  audit  and  were 
not  corrected  by  the  school.  The  resulting  misstatements  to  the 
state's  accounting  records  are  discussed  in  the  following  two 
sections. 

Unrecorded  Activity 

The  activity  in  the  canteen  and  transportation  accounts  is  not 
recorded   on   the    state's    primary   accounting    records.      The   canteen 


fund  involves  money  generated  and  used  for  the  operation  of  a 
canteen  which  sells  items  such  as  candy  and  pop  to  the  boys. 
The  transportation  fund  receives  income  from  counties  as  reimburse- 
ment to  the  state  for  first  time  transportation  costs  of  residents  to 
and  from  the  school.  Expenditures  are  made  from  the  fund  to  pay 
for  the  transportation  of  boys  discharged  from  the  school.  Be- 
cause the  school  does  not  record  canteen  and  transportation  activ- 
ity on  SBAS,  the  state's  accounting  records  do  not  reflect  all  of 
Pine  Hills'   financial  activity  with   respect  to  the  funds  it  holds. 

Fund   Placement 

State  policy  defines  an  agency  fund  as  one  that  accounts  for 
"assets  held  by  a  governmental  unit  ...  as  an  agent  for  indi- 
viduals, private  organizations,  other  governmental  units,  and/or 
other  funds."  During  fiscal  years  1982-83  and  1983-84,  Pine  Hills 
School  improperly  recorded  the  gifts,  donations,  and  scholarships 
account;  the  athletic  account;  and  the  cigarette  account  in  the 
Agency  Fund.  Only  the  moneys  held  in  trust  for  the  residents 
should  be  recorded   in  the  Agency  Fund. 

The  athletic  account  is  used  to  record  proceeds  from  basket- 
ball games  and  tournaments,  while  the  cigarette  account  is  used  to 
account  for  the  purchase  and  sales  of  cigarettes.  The  school 
utilizes  the  gifts,  donations,  and  scholarships  account  to  record 
cash  donations  and  related  expenditures  for  the  school.  Because 
the  Agency  Fund  is  a  nonbudgeted  fund  and  requires  no  appropri- 
ation to  spend  moneys,  the  placement  of  these  activities  in  this 
fund  circumvents  the  appropriation  process.  These  state  moneys 
should  be  recorded   in  a  governmental   fund. 

The  following  understatements  resulted  from  the  school's 
improper  fund  placement  and  the  failure  to  record  all  activity  on 
the  state's  accounting   records. 


Fiscal  Year 
1982-83 


Fiscal  Year 
1983-84 


GENERAL   FUND 
Revenue 
Expenditures 

SPECIAL   REVENUE    FUND 
Revenue 
Expenditures 


$        726 
2,277 


20,111 
19,814 


844 
59 


17,087 
17,270 


RECOMMENDATION    #2 

WE   RECOMMEND   THE   SCHOOL: 

A.  RECORD    ALL    FINANCIAL    ACTIVITY    ON    SBAS    IN    AC- 
CORDANCE WITH    SECTION    17-2-101,    MCA. 

B.  RECORD     ALL     ACTIVITY      IN     THE     PROPER     FUND      IN 
ACCORDANCE  WITH   STATE  ACCOUNTING   POLICY. 


EXPENDITURE   ACCRUAL 

The  Department  of  Institutions  instructed  the  Pine  Hills 
School  to  accrue  $10,000  of  expenditures  at  the  end  of  fiscal  year 
1983-84  based  on  a  $138,100  service  agreement  between  the  Depart- 
ment of  Institutions  and  the  Systems  Development  Bureau  of  the 
Department  of  Administration.  Due  to  the  nonspecific  language  of 
the  service  agreement  and  a  lack  of  a  valid  purchase  order,  the 
school's  accrual  is  in  violation  of  state  accounting  policies.  We 
addressed  this  situation  in  detail  in  our  recently  issued  Montana 
State  Hospital  audit  report. 

In  fiscal  year  1984  the  Pine  Hills  School  expenditures  are 
overstated  by  $10,000  in  the  General  Fund.  In  fiscal  year  1985,  if 
the  school  spends  those  funds  they  are  in  violation  of  state  ac- 
counting  policy  and  circumventing   the  appropriation   process. 


RECOMMENDATION    #3 
WE   RECOMMEND   THE   SCHOOL: 

A.       ACCRUE     ONLY     VALID     OBLIGATIONS     IN     COMPLIANCE 
WITH   STATE   POLICY, 


B.       NOT    SPEND    THE    AMOUNTS    ACCRUED    IN    FISCAL    YEAR 
1984   FOR  THE   SDB    CONTRACT. 


PLANT,    PROPERTY   AND   EQUIPMENT 

During  our  audit  period  the  school  completed  transferring 
information  onto  the  state's  Property  Accountability  and  Manage- 
ment System  (PAMS).  However,  asset  valuations  for  land  and 
buildings  were  not  established  in  accordance  with  state  policy 
which  requires  state  agencies  to  record  purchased  fixed  assets  at 
original  cost.  If  the  original  cost  information  is  not  available  or 
an  inordinate  expenditure  of  resources  is  required  to  establish 
original  cost,  agencies  may  estimate  the  original  cost  of  such 
assets.  State  accounting  policy  indicates  estimates  should  be 
based  upon  available  documentary  evidence  including  price  levels 
at  the  time  of  acquisition. 

The  value  established  for  buildings  was  based  upon  an  insur- 
ance appraisal  which  used  the  1978  current  value.  With  the  excep- 
tion of  two  newer  buildings  all  were  constructed  between  1894  and 
1978.  Thus  the  1978  current  value  is  not  a  realistic  estimated 
actual  cost.  In  addition,  for  buildings  constructed  after  1978,  we 
noted  a  discrepancy  between  the  cost  records  and  the  amount 
reported  on  PAMS.  As  a  result  of  these  accounting  errors,  we 
estimate  buildings  are  overstated  by  more  than  $4,000,000  as  of 
June  30,    1984. 

The  amount  reported  on  the  state's  accounting  records  for  the 
school's  land  represents  the  current  market  value  as  of  1982. 
School  records  indicate  this  was  based  upon  a  1982  title  assessment 
which  was  used  to  update  the  previous  value  for  land  established 
at  June  30,  1969.  This  resulted  in  land  being  overstated  by  more 
than   $980,000  as  of  June  30,    1984. 

RECOMMENDATION    #4 

WE  RECOMMEND  THE  SCHOOL  RECORD  THE  COST  OF  LAND 
AND  BUILDINGS  IN  ACCORDANCE  WITH  STATE  ACCOUNT- 
ING   POLICY. 


STATE   COMPLIANCE 

We  reviewed  compliance  with  state  laws  that  could  have  a 
material  impact  on  the  financial  schedules  of  the  school.  In  our 
opinion,  except  for  the  instances  of  noncompliance  identified  below, 
the  school  complied  with  the  state  laws  and  regulations  tested. 
Nothing  came  to  our  attention  that  causes  us  to  believe  untested 
compliance  issues  are  not  in  accordance  with  applicable  laws  and 
regulations. 

General    Fund   Expenditures 

At  June  30,  1982  the  school  had  a  $6,450  balance  in  the 
school  foods  program.  This  balance  was  still  in  existence  as  of 
June  30,  1984.  The  grant  is  accounted  for  in  the  Special  Revenue 
Fund,  thus  the  $6,450  could  have  been  spent  for  school  operations 
in  fiscal  year  1982-83  or  1983-84.  However,  the  school  spent 
General  Fund  money  instead.  A  school  official  indicated  the  funds 
had  accumulated  because  no  appropriation  authority  existed  in  the 
Special   Revenue   Fund. 

Section  17-2-108,  MCA,  states  that  expenditures  shall  be 
applied  against  non-General  Fund  money  wherever  possible  before 
using  General  Fund  appropriations.  The  school  should  have 
sought  a  budget  amendment  to  increase  spending  authority  by 
$6,450  in  the  Special  Revenue  Fund  and  decrease  spending  author- 
ity  in  the  General   Fund  by  the  same  amount. 

RECOMMENDATION    #5 

WE    RECOMMEND    THE    SCHOOL    SPEND     NON-GENERAL    FUND 

MONEY    BEFORE   SPENDING   GENERAL  FUND  MONEY. 


Abandoned    Property 

Section  70-9-207,  MCA,  requires  all  intangible  property  not 
claimed  in  seven  years  be  turned  over  to  the  Department  of  Reve- 
nue as  abandoned  property.  Pine  Hills  school  has  not  complied 
with  this  statute. 


In  1976  the  school  combined  the  balances  in  individuals'  ac- 
counts, whose  whereabouts  were  unknown,  and  purchased  a  certif- 
icate of  deposit.  The  balance  of  the  certificate  as  of  November  30, 
1983,  was  $1,664.  We  noted  accounts  totaling  an  additional  $1,052 
which  have  exceeded  the  seven  year  criteria  since  1976.  This 
finding   was  discussed   in   the  prior  audit  report  on  the  school. 

RECOMMENDATION    #6 

WE  RECOMMEND  THE  SCHOOL  TRANSFER  ABANDONED  PROP- 
ERTY TO  THE  DEPARTMENT  OF  REVENUE  IN  ACCORDANCE 
WITH   STATE   LAW. 


Untimely  Deposits 

Section  17-6-105(6),  MCA,  requires  that  deposits  be  made  to 
the  state  treasury  or  an  approved  depository  when  the  accumulated 
amount  of  coin  and  currency  exceeds  $100,  total  collections  exceed 
$500,  or  at  least  weekly.  Pine  Hills'  policy  is  to  make  deposits 
every  three  days  regardless  of  the  amount  of  money  received.  We 
noted  one  instance  where  $1,130  in  cash  and  checks  were  held 
overnight  before  being  deposited.  Failure  to  make  timely  deposits 
increases  the  potential  for  loss  or  theft  of  the  money  and  results 
in  the  loss  of  investment  income.  We  estimate  the  cost  to  imple- 
ment this   recommendation   will   be  negligible. 

RECOMMENDATION    #7 

WE    RECOMMEND    THE    SCHOOL    MAKE    TIMELY    DEPOSITS     IN 

ACCORDANCE  WITH   STATE   POLICY. 


Improper   Use  of  the  Contingent   Revolving   Fund 

MOM  2-1950.5  requires  that  a  revolving  cash  account  be  used 
only  for  purposes  demanding  immediate  payment.  We  noted  in- 
stances where  the  school  used  the  fund  to  make  payments  for 
other  purposes.  For  example,  reimbursement  payments  for  travel 
and     registration     fees     for     conferences     were     paid     out     of     the 


Contingent  Revolving  Fund.  The  school  had  sufficient  notice  to 
obtain  a  state  warrant  for  conference  registration  fees.  In  any 
case,  reimbursement  payments  normally  do  not  constitute  emer- 
gency  payments. 

RECOMMENDATION   #8 

WE     RECOMMEND     THE     SCHOOL     UTILIZE     THE     CONTINGENT 

REVOLVING    FUND    IN   ACCORDANCE   WITH   STATE   POLICY. 


FEDERAL  GRANTS 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
the  requirements  in  the  U.S.  Office  of  Management  and  Budget 
"Circular  A-102,  Attachment  P."  This  circular  requires  audits  of 
financial  operations,  including  compliance  with  certain  provisions  of 
federal   law  and   regulations. 

Pine  Hills  School  was  a  subgrantee  receiving  federal  funds 
from  the  federal  agencies  listed  on  page  27.  We  reviewed  the 
major  compliance  areas  in  the  Education  Consolidation  and  Improve- 
ment Act  Chapter  I  Subgrant  and  the  National  School  Break- 
fast/Lunch Program  Subgrant.  Areas  reviewed  included  specific 
grant  provisions,  cost  allowability,  and  grantor  reporting.  It  is 
our  opinion  that  the  deficiency  noted  below  did  not  affect  the 
successful  operations  of  the  programs.  However,  it  did  affect  the 
allowability  of  costs  in  conformity  with  program  regulations. 
Nothing  came  to  our  attention  that  causes  us  to  believe  untested 
compliance  issues  are  not  in  accordance  with  applicable  laws  and 
regulations. 

Eligibility   Requirements 

Pine  Hills  School  received  National  School  Breakfast/ Lunch 
Program  Subgrants  from  the  Office  of  Public  Instruction  during 
fiscal  years  1982-83  and  1983-84.  We  noted  the  school  claimed 
reimbursement  for  meals  served  to  participants  who  are  ineligible 
under  school   food  grant  program   regulations. 


Federal  regulations  provide  that  only  children  in  high  school 
grades  or  under,  who  are  under  the  age  of  twenty-one,  and  who 
have  not  received  a  high  school  diploma  or  its  equivalent  are 
eligible  to  participate  in  the  school  foods  program.  The  school, 
however,  claims  reimbursements  for  meals  served  to  all  residents 
including  those  who  have  graduated  from  high  school.  A  school 
employee  indicated  she  was  not  aware  of  the  federal  requirement 
regarding  eligibility. 

As  a  result  of  the  practice  identified  above  the  school  was 
improperly  reimbursed  for  at  least  60  meals  at  a  cost  of  $56  in 
fiscal  year  1982-83  and  56  meals  at  a  cost  of  $55  in  fiscal  year 
1 983-84.  It  was  not  practical  for  us  to  determine  the  total  meals 
served  to  ineligible  participants.  Only  meals  served  to  residents 
meeting  established  eligibility  requirements  should  be  claimed  for 
reimbursement. 

RECOMMENDATION   #9 

WE   RECOMMEND   THE  SCHOOL: 

A.  COMPLY     WITH     SCHOOL     FOOD     PROGRAM     ELIGIBILITY 
REQUIREMENTS. 

B.  CALCULATE     THE     AMOUNT     OWED     TO     THE     MONTANA 
OFFICE      OF      PUBLIC      INSTRUCTION      FOR      INELIGIBLE 
MEALS   CLAIMED   UNDER  THE   NATIONAL  SCHOOL   BREAK- 
FAST/LUNCH     PROGRAM     SUBGRANT     AND      REIMBURSE 
THE  OFFICE. 


INTERNAL  CONTROL 

We  have  examined  the  financial  schedules  of  the  Pine  Hills 
School  for  the  two  fiscal  years  ended  June  30,  1984.  We  issued 
our  opinion  dated  October  25,  1984  on  these  schedules.  As  part 
of  our  examination,  we  made  a  study  and  evaluation  of  the  school's 
system  of  control.  Our  study  evaluated  the  system  as  required  by 
generally  accepted  governmental  auditing  standards  for  financial 
and    compliance   audits.      We   classified    the   controls    in    the    following 
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categories:  (1)  revenue;  (2)  payroll;  (3)  expenditures/payables; 
(4)   cash;   and   (5)    plant,    property,   and  equipment. 

We  evaluated  controls  over  payroll.  Through  our  study,  we 
determined  the  nature,  timing,  and  extent  of  our  audit  proce- 
dures. We  did  not  evaluate  controls  over  revenue,  expendi- 
tures/payables, cash,  and  plant,  property,  and  equipment  because 
the  audit  could  be  performed  more  efficiently  by  expanding  sub- 
stantive audit  work.  Because  the  school  received  only  three 
federal  grants,  we  did  not  evaluate  controls  over  these  grants. 
However,  we  performed  specific  compliance  testing  on  the  Educa- 
tion Consolidation  and  Improvement  Act  Chapter  I  Subgrant  and 
the  National  School  Breakfast/ Lunch  Program  Subgrant  and  the 
Vocational  Education  Subgrant  to  determine  whether  the  school 
complied  with  federal  regulations.  We  did  not  evaluate  the  control 
system  to  the  extent  necessary  to  give  an  opinion  on  either  indi- 
vidual  segments  or  the  system  as  a  whole. 

The  management  of  the  Pine  Hills  School  is  responsible  for 
establishing  and  maintaining  a  system  of  accounting  control.  In 
fulfilling  this  responsibility,  estimates  and  judgments  by  manage- 
ment are  required  to  assess  the  expected  benefits  and  related 
costs  of  control  procedures.  The  objectives  of  a  system  are  to 
provide  management  with  reasonable  assurance  that:  (1)  assets 
are  safeguarded  against  loss  from  unauthorized  use  or  disposition; 
(2)  transactions  are  executed  in  accordance  with  management's 
authorization;  and  (3)  transactions  are  recorded  properly  to  permit 
the  preparation  of  financial  schedules  in  accordance  with  state 
accounting  policies.  Inherent  limitations  in  any  system  of  controls 
may  cause  errors  or  irregularities  to  remain  undetected.  The 
current  system  evaluation  should  not  be  used  to  project  to  future 
periods  since  the  procedures  may  become  inadequate  or  compliance 
with   them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first 
paragraph  would  not  necessarily  disclose  all  material  weaknesses  in 
the  system.  Accordingly,  we  do  not  express  an  opinion  on  the 
system  of  controls   used  by  the  Pine  Hills  School. 
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This  report  section  is  intended  solely  for  the  use  of  manage- 
ment and  the  Legislature  and  should  not  be  used  for  any  other 
purpose.  This  restriction  as  to  use  is  not  intended  to  limit  the 
distribution  of  this  document  which,  upon  presentation  to  the 
Legislative  Audit  Committee,    is  a  matter  of  public   record. 

PRIOR  AUDIT    RECOMMENDATIONS 

The  previous  audit  contained  nine  recommendations  still  appli- 
cable to  the  school.  The  school  has  implemented  four  of  these 
recommendations,  partially  implemented  one,  and  has  not  imple- 
mented  four. 

The  four  prior  recommendations  that  the  department  has  not 
implemented  concern  the  use  of  the  contingent  revolving  account 
(page  8),  accounting  for  financial  activity  on  SBAS  (pages  3  and 
4),   and  the  disposition  of  abandoned   property   (page  7). 
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AUDITOR'S   REPORT 
AND   SCHEDULES  OF  AGENCY   FINANCIAL  ACTIVITY 


SUMMARY   OF  AUDIT  OPINION 

The  auditor's  opinion  issued  in  this  report  is  intended  to 
convey  to  the  reader  of  the  financial  schedules  the  degree  of 
reliance  that  can  be  placed  on  the  amounts  presented.  We  issued 
an  adverse  opinion  on  the  Schedule  of  Additions  and  Deductions  to 
Agency  Fund  Assets  for  both  fiscal  years  audited  and  the  Schedule 
of  General  Fixed  Assets  for  the  fiscal  year  ended  June  30,  1984. 
The  reader  should  not  place  reliance  on  the  amounts  presented  in 
these  schedules. 

We  issued  a  qualified  opinion  on  certain  other  schedules  in 
the  report.  The  schedules  and  funds  affected  are  listed  in  the 
ninth  paragraph  of  the  auditor's  opinion  on  page  16.  These 
schedules  are  misstated  due  to  problems  in  the  timing  of  recogniz- 
ing revenue  and  the  nonrecognition  and  improper  classification  of 
school  operating  activities.  The  reader  should  use  caution  when 
using  financial   information   in  these  schedules. 

Finally,  we  issued  an  unqualified  opinion  on  the  schedules 
and  funds  listed  in  paragraph  ten  of  the  auditor's  opinion  on 
page  16.  An  unqualified  opinion  means  that  the  schedules  are 
fairly  stated  in  all  material  respects  and  that  the  user  of  this 
SBAS  information  can   rely  on  the  information   presented. 
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ROBERT  R.  RINGWOOD 

LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 

JAMES  H.  GILLETT 

FINANCIAL/COMPLIANCE  AUDITS 

SCOTT  A.  SEACAT 
PERFORMANCE  AUDITS 

STAFF  LEGAL  COUNSEL 

JOHN  W.  NORTHEY 


The  Legislative  Audit  Committee 
of  the  Montana   State   Legislature: 

We  have  examined  the  financial  schedules  of  the  various  funds 
of  the  Pine  Hills  School  for  each  of  the  two  fiscal  years  ending 
June  30,  1983  and  1984  as  shown  on  pages  18  through  26.  Our 
examination  was  made  in  accordance  with  generally  accepted  audit- 
ing standards  and  Standards  for  Audit  of  Governmental  Organiza- 
tions, Programs,  Activities,  and  Functions  and,  accordingly, 
included  such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the  circum- 
stances. 

As  described  in  Note  1  to  the  financial  schedules,  the  school's 
financial  schedules  are  prepared  in  accordance  with  state  account- 
ing policy.  Accordingly,  the  accompanying  financial  schedules  are 
not  intended  to  present  financial  position  and  results  of  operations 
in  conformity  with  generally  accepted  accounting   principles. 

During  our  audit  period  the  school  changed  accounting  proce- 
dures relating  to  its  investment  earnings.  During  fiscal  year 
1982-83,  the  Department  of  State  Lands  leased  land  owned  by  the 
school  to  outside  parties.  When  the  investment  income  was  re- 
ceived the  department  recorded  the  revenue  on  its  accounting 
records  while  the  school  only  recorded  the  expenditures.  During 
fiscal  year  1983-84,  the  school  changed  its  accounting  procedures; 
all  the  investment  revenue  is  now  recorded  directly  on  the  school's 
records.  Due  to  the  change  in  accounting  procedures  the  Sched- 
ule of  Revenue  reflects  no  investment  income  for  fiscal  year  1982-83 
and  $308,258  of  investment   revenue   for   fiscal   year   1983-84. 
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The  school  did  not  establish  valuations  for  land  and  buildings 
in  accordance  with  state  accounting  policy.  As  a  result.  General 
Fixed  Assets  are  overstated  by  at  least  $4,992,391  in  the  General 
Fixed  Asset  Account  group  at  June  30,    1984. 

The  school  did  not  accrue  and  defer  Special  Revenue  Fund 
revenues  in  fiscal  years  1981-82,  1982-83  and  1983-84.  The  re- 
sulting  misstatements  are  described   in   Note  5. 

The  school  did  not  record  all  financial  activity  in  the  Special 
Revenue  Fund  on  SBAS  during  fiscal  years  1982-83  and  1983-84. 
The  misstatements  are  described  in   Note  6. 

The  school  has  improperly  classified  certain  school  operating 
activities  as  Agency  Funds  rather  than  Special  Revenue  and  Gen- 
eral   Funds.      The   resulting   misstatements  are  described   in   Note  7. 

In  our  opinion,  because  of  the  effect  of  the  matters  discussed 
in  paragraphs  four  and  seven,  the  following  schedules  do  not 
present  fairly  the  financial  position  of  the  Pine  Hills  School  as  of 
June  30,   1983  and   1984. 

Schedule  Name  Fund  Fiscal  Year 

Schedule   of   General   Fixed  1984 

Assets 

Schedule  of  Additions   and  Agency  1983,    1984 

Deductions    to  Agency   Fund 

Assets 

In  our  opinion,  except  for  the  effect  of  the  items  discussed  in 
paragraphs  five,  six  and  seven,  the  following  schedules  present 
fairly  the  financial  position  of  the  Pine  Hills  School  as  of  June  30, 
1984,  and  the  results  of  operations  for  the  two  fiscal  years  ended 
June  30,  1983  and  1984,  in  conformity  with  the  basis  of  accounting 
described   in   Note   1    applied  on  a  consistent  basis. 
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Schedule  Name 


Fund 


Fiscal  Year 


Schedule  of  Revenue  - 
Estimate  and  Actual 

Schedule  of  Program 
Expenditures  and 
Transfers  Out  by  Fund 
Budget  and  Actual 


Special  Revenue 


Special  Revenue 


1983,  1984 


1983,  1984 


In  our  opinion,  the  financial  schedules  listed  below  present 
fairly  the  results  of  operations  and  the  changes  in  fund  balance  of 
such  funds  of  the  Pine  Hills  School  for  the  two  fiscal  years  ended 
June  30,  1984,  in  conformity  with  the  basis  of  accounting  de- 
scribed  in   Note  1   applied  on  a  consistent  basis. 


Schedule  Name 

Schedule  of  Changes  in 
Fund  Balance 

Schedule  of  Revenue  - 
Estimate  and  Actual 

Schedule  of  Program 
Expenditures  and  Trans- 
fers Out  by  Fund  -  Budget 
and  Actual 

Schedule  of  Program  Expen- 
ditures and  Transfers  Out 
by  Object 


Fund 

General 
Special  Revenue 


General 


General 


Fiscal  Year 

For  the  Two  Years 
Ending  June  30,  1984 


1983,  1984 


1983,  1984 


1983,  1984 


Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  financial  schedules  referred  to  in  paragraph  one. 
The  accompanying  Schedule  of  Federal  Grant  Receipts  is  presented 
for  additional  analysis  and  disclosure  purposes.  The  schedule  has 
been  subjected  to  the  tests  and  other  auditing  procedures  applied 
in  the  examination  of  the  financial  schedules  above  and,  in  our 
opinion,    except    for    the    items    discussed    in    paragraphs    five,    six. 
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and    seven,    is    fairly    stated    in    all    material    respects    in    relation    to 
the  financial   schedules   referred   to  in   paragraph  one. 


Respectfully  submitted, 

James   H.    Gillett,   CPA 
Deputy   Legislative  Auditor 


October  25,    1984 


Approved: 

Eu£, 

Robert   R.    I 


<3 


Rirvg/zvood 
Legislative  Auditor 
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DEPARTMENT  OF  INSTITUTIONS 
PINE  HILLS  SCHOOL 
SCHEDULE  OF  CHANGES  IN  FUND  BALANCE 
FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30,  1984 


Special 

General  Fund 

Rev 

enue  Fund 

$    -0-   * 

$ 

(25,888) 

14,510 

202,632 

-0- 

306,802 

10,134 

(14,202) 

2,468,826 

-0- 

26,778 

551,211 

-0- 

51,024 

-0- 

1,236 

2,476,366 

-0- 

4,996,614 

1 

,098,703 

FUND  BALANCE,  July  1,  1982 

ADDITIONS: 
Fiscal  Year  1983 

Revenue 

Cash  Transfer  In 

Prior  Year  Revenue  Adjustments 

Support  from  State  of  Montana 
Fiscal  Year  1984 

Revenue 

Cash  Transfer  In 

Prior  Year  Revenue  Adjustment 

Support  from  State  of  Montana 
Total  Additions 

REDUCTIONS: 
Fiscal  Year  1983 
Expenditures  2,477,554  493,247 

Prior  Year  Expenditure  Adjustments       15,915  1,779 

Fiscal  Year  1984 
Expenditures  2,510,091  524,212 

Prior  Year  Expenditure  Adjustments       (6,946)      (403) 

Total  Reductions  4,996,614        1,018,835 


Fiscal  Year  1983 
Direct  Entries  to  Fund  Balance  (476) 

(See  Note  8) 
Fiscal  Year  1984 

Direct  Entries  to  Fund  Balance  (7, 258) 

(See  Note  8) 

Total  Direct  Entries  (7,734) 

FUND  BALANCE,  June  30,  1984  $    -0-   *      $   46,246 


*See  Note  4 

These  schedules  are  compiled  from  the  Statewide  Budgeting  and 
Accounting  System.  Additional  information  is  provided  in  the 
Notes  to  the  Financial  Schedules  on  pages  23  through  26. 
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DEPARTMENT  OF  INSTITUTIONS 


PINE  HILLS  SCHOOL 
SCHEDULES  OF  REVENUE  BY  REVENUE  CLASSIFICATION  BY 

FUND 

Reimbursements 

FOR  : 

EACH  OF  THE 

ESTIMATED  AND  ACTUAL 

TWO  FISCAL  YEARS  ENDING  JUNE  30, 

1984 

Sale  of 
Documents, 
Merchandise , 
and  Property 

Rentals, 
Leases, 
Royalties 

Investment 
Earnings 

Federal 
Assistance 

Other 

Financing 

Sources 

Total 
Revenues 

FISCAL  YEAR  1982-83 
General  Fund 
Estimated  Revenue 
Actual  Revenue 

(Under) 

rid 

(Under) 

(Under) 
(Under) 

$  100 
8 

$  (92) 

$2,688 
2,688 

$-0- 

-0- 
-0- 

-0- 
-0- 

-0- 
-0- 

$ 
$ 

25 
11,814 

11,789 

$   2,813 
14,510 

Collections  Over 
Estimate 

-0- 

-0- 

-0- 

$  11,697 

Special  Revenue  Fui 
Estimated  Revenue 
Actual  Revenue 

-0- 
-0- 

-0- 

-0- 
-0- 

-0- 

-0- 

$150,077 
150,700 

$    623 

-0- 
-0- 

$ 
$ 

56,128 
51,932 

(4,196) 

$206,205 
202,632 

Collections  Over 
Estimate 

-0- 

-0- 

$  (3,573) 

FISCAL  YEAR  1983-84 
General  Fund 
Estimated  Revenue 
Actual  Revenue 

$  250 
50 

$(200) 

$2,688 
2,776 

$   88 

$     50 
41 

$     (9) 

-0- 
-0- 

$13,010*' 
$13,010 

$ 
$ 

10 
10,902 

10,892 

$   2,998 
26,778 

Collections  Over 
Estimate 

-0- 

$  23,780 

Special  Revenue 
Estimated  Revenue 
Actual  Revenue 

-0- 
-0- 

-0- 

-0- 
-0- 

$275,000^ 
308,258 

$  33,258 

$151,663 
171,419 

$  19,756 

-0- 
-0- 

$ 
$ 

41,828 
71,534 

29,706 

$468,491 
551,211 

Collections  Over 
Estimate 

-0- 

-0- 

$  82,720 

*  During  fiscal  year  1982-83,  the  school  utilized  a  cooperative  accounting  entity  with  the  Department  of  State  Lands  to 
record  investment  income  generated  by  lease  activity.  The  department  recorded  the  revenue  it  collected  on  behalf  of 
Pine  Hills,  while  the  school  recorded  the  subsequent  expenditure.  During  fiscal  year  1983-84,  the  revenue  was  recorded 
on  Pine  Hills'  records. 

**  This  represents  revenue  resulting  from  the  school  recognizing  an  increase  in  merchandise  inventory  in  accordance  with 
state  accounting  policy. 

These  schedules  are  compiled  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in 
the  notes  to  the  financial  schedules  on  pages  23  through  26. 
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DEPARTMENT  OF  INSTITUTIONS 

PINE  HILLS  SCHOOL 

SCHEDULE  OF  EXPENDITURES  BY  PROGRAM  BY  FUND 

BUDGET  AND  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30,  1984 


CARE  AND  CUSTODY  PROGRAM 


Fiscal  Year 
1983-84 


Fiscal  Year 
1982-83 


GENERAL  FUND 
Budget 
Actual 
Personal  Services 
Operating  Expenses 
Equipment 

Total  Actual 

Unspent  Appropriation  Authority 


$2,561,066 

1,992,741 

502,924 

14,426 

2,510,091 

$ 50,975 


$2,482,335 

1,949,184 

479,894 

48,476 

2,477,554 

$    4,781 


SPECIAL  REVENUE  FUND 
Budget 
Actual 
Personal  Services 
Operating  Expenses 
Equipment 

Total  Actual 

Unspent  Appropriation  Authority 


$   572,045 

424,410 
81,010 

18,792 
524,212 

$   47,833 


$   501,035 

415,581 

68,879 

8,787 

493,247 

$ 7,788 


PROGRAM  TOTAL 
Budget 
Actual 
Personal  Services 
Operating  Expenses 
Equipment 

Total  Actual 

Unspent  Appropriation  Authority 


$3,133,111 

2,417,151 

583,934 

33,218 

3,034,303 

$   98,808 


$2,983,370 

2,364,765 

548,773 

57,263 

2,970,801 

$   12,569 


These  schedules  are  compiled  from  the  Statewide  Budgeting  and 
Accounting  System.  Additional  information  is  provided  in  the 
notes  to  the  financial  schedules  on  pages  23   through  26. 
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DEPARTMENT  OF  INSTITUTIONS 
PINE  HILLS  SCHOOL 
SCHEDULE  OF  EXPENDITURES  BY  PROGRAM  BY  OBJECT 

ALL  FUNDS 
FOR  THE  TWO  FISCAL  YEARS  ENDING  JUNE  30,  1984 


CARE  AND  CUSTODY  PROGRAM 


PERSONAL  SERVICES 
Salaries 
Employee  Benefits 

Total  Personal  Services 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communicat  ions 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 

Total  Operating  Expenses 

EQUIPMENT 
Equipment 

Total  Equipment 

TOTAL  PROGRAM  EXPENDITURES 


Fiscal  Year 

Fiscal  Year 

1983-84 

1982-83 

$1,972,004 

$1 

,937,461 

445,147 

427,304 

2,417,151 

2 

,364,765 

55,098 

42,271 

213,090 

220,155 

34,542 

25,599 

8,470 

7,352 

2,707 

7,675 

209,686 

171,316 

41,375 

60,950 

18,966 

13,455 

583,934 

548,773 

33,218 

57,263 

33,218 

57,263 

$3,034,303 

$2 

,970,801 

These  schedules  are  compiled  from  the  Statewide  Budgeting  and 
Accounting  System.  Additional  information  is  provided  in  the 
notes  to  the  financial  schedules  on  pages  23  through  26. 
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DEPARTMENT  OF  INSTITUTIONS 
PINE  HILLS  SCHOOL 
SCHEDULE  OF  ADDITIONS  AND  DEDUCTIONS  TO  AGENCY  FUND  ASSETS 
FISCAL  YEARS  ENDING  JUNE  30,  1983  AND  1984 


Gifts, 


Property  Held  in  Trust  -  June  30,  1982 

Additions  -  Fiscal  Year  1983 
Deductions  -  Fiscal  Year  1983 

Property  Held  in  Trust  -  June  30,  1983 

Additions  -  Fiscal  Year  1984 
Deductions  -  Fiscal  Year  1984 

Property  Held  in  Trust  -  June  30,  1984 


Boys  Trust 

Crafts 

Athletics 

Donations  & 

Cigarette 

Account 

Account 

Account 

Scholarships 

Account 

Total 

$   5,309 

$    739 

$  2,251 

$    280 

$    610 

$   9,189 

39,760 

3,312 

726 

1,499 

7,366 

52,663 

(39,443) 

(3,338) 

(2,277) 

(1,389) 

(7,113) 

(53,560) 

5,626 

713 

700 

390 

863 

8,292 

34,285 

2,544 

844 

1,865 

7,276 

46,814 

(35,623) 

(2,549) 

(59) 

(1,818) 

(7,429) 

(47,478) 

$  4,288 

$   708 

$  1,485 

$   437 

$   710 

$   7,628 

This  schedule  is  compiled  from  the  school's  manual  records  as  the  school  does  not  record  the  additions  and  deductions  on  SBAS. 


DEPARTMENT  OF  INSTITUTIONS 


PINE 

HILLS 

SCHOOL 

SCHEDULE  ( 

-  FIXED 

ASSETS 

FISCAL 

YEAR 

ENDED 

JUNE  30 

,  1984 

Land 

Buildings 

Other  Improvements 

Equipment 

Museum 


$1,216,537 

8,415,600 

75,372 

401,205 

476 

$10,109,190 


This  schedule  is  compiled  from  the  Statewide  Budget  and  Accounting  System. 


Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on  pages  23  through  26 


22 


DEPARTMENT   OF   INSTITUTIONS 

PINE   HILLS   SCHOOL 

NOTES   TO    FINANCIAL  SCHEDULES 

June  30,    1983   and  June  30,    1984 

1.      SUMMARY   OF  SIGNIFICANT   ACCOUNTING    POLICIES 

The  Pine  Hills  School  is  a  function  of  the  Department  of 
Institutions,  Division  of  Corrections,  which  operates  under  a 
superintendent  appointed  by  the  director  of  the  Department  of 
Institutions.  The  school  operates  under  the  care  and  custody 
program. 

The  following   is  a   summary  of  significant  accounting   policies: 

Basis  of  Presentation 

The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  without  adjustments,  except  for 
the  Schedule  of  Additions  and  Deductions  to  Agency  Fund  Assets 
which  has  been  adjusted.  Accounts  are  organized  on  the  basis  of 
funds  according  to  state  law.  The  following  fund  types  are  used 
by   the  school : 

General  Fund  -  accounts  for  all  financial  resources  except 
those   required  to  be  accounted   for  in  other  funds. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures 
for  specific  purposes.  Legislative  appropriation  is  required 
to  spend  from  this  fund. 

Trust  and  Agency  Fund  -  accounts  for  assets  held  in  trust  as 
ain  agent  by  the  department  for  others.  The  major  items 
accounted  for  in  these  funds  by  the  school  are  student  ac- 
counts. A  legislative  appropriation  is  not  required  to  spend 
from  these  funds. 


Basis  of  Accounting 

The    State    of    Montana    utilizes    the    modified    accrual    basis    of 
accounting    which    is    described    in    the    Montana    Operations    Manual. 
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Under  the  modified  accrual  basis  of  accounting,  a  valid  obligation 
exists  when  the  associated  liability  is  incurred  except  for  the 
following  items  which  are  also  considered  valid  obligations  under 
state  accounting   policy. 

1  .  System  development  inter-agency  or  intra-agency  service 
agreements  and  other  professional  service  contracts  may  be 
accrued  at  the  end  of  the  fiscal   year  in  which  created. 

2.  Equipment  expenditures  may  be  charged  against  the  fiscal 
year  in  which  budgeted. 

3.  Obligations  for  employees'  vested  annual  leave  and  sick  leave 
are  recorded  as  expenditures  when   paid. 


Vacation   and  Sick   Leave 

Teachers  at  the  school  only  accumulate  sick  leave  while  all 
other  employees  at  the  school  accumulate  both  vacation  and  sick 
leave.  Employees  are  paid  for  100  percent  of  unused  vacation  and 
25  percent  of  unused  sick  leave  credits  upon  termination.  Accumu- 
lated unpaid  liabilities  for  vacation  and  sick  leave  are  not  reflected 
in  the  financial  schedules  of  Pine  Hills  School.  Expenditures  for 
termination  pay  currently  are  absorbed  in  the  annual  operational 
costs  of  the  office.  At  June  30,  1984,  the  school  has  a  liability  of 
$139,923   for  vacation   leave  and   $89,712   for  sick   leave. 

2.      PENSION    PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS)  or  Teachers'  Retirement  System  (TRS). 
The  school's  contributions  to  these  plans  are  shown   below. 

Fiscal   Year  Fiscal  Year 

1982-83  1983-84 

PERS  $100,000  $104,575 

TRS  23,195  24,364 

Total  $123,195  $128,939 
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3.  BENEFITS 

The  school  provides  one  meal  per  shift  to  employees.  The 
approximate  value  of  these  meals  was  $19,800  and  $19,100  for  fiscal 
years   1982-83  and   1983-84,    respectively. 

4.  GENERAL   FUND    BALANCE 

The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have 
a  separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  statewide  General  Fund  as  long  as  they  stay 
within  their  appropriation  limits.  Thus,  on  an  agency  schedule, 
the  beginning  and  ending   fund   balance  will  always  be  zero. 

5.  REVENUE    RECOGNITION 

Due  to  errors  made  by  the  school  accruing  and  deferring 
revenues  the  following  over(under)    statements  were  noted: 


SPECIAL  REVENUE  FUND 
Revenue 
Expenditures 
Prior  Year  Items 
Ending  Fund  Balance 
Liabilities 
Assets 
Beginning  Fund  Balance 


Fiscal  Year 

Fiscal  Year 

1982-83 

1983-84 

$(1,097) 

$15,248 

(105) 

-0- 

6,105 

2,768 

(7,097) 

(5,383) 

(5,383) 

(5,383) 

(12,480) 

-0- 

-0- 

7,097 

6.      UNRECORDED   ACTIVITY 

The  school  does  not  account  for  transportation  and  canteen 
activity  on  SBAS.  These  activities  would  be  appropriately  ac- 
counted for  in  a  Governmental  Fund.  The  following  over(under) 
statements  were  noted: 
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Fiscal  Year 
1982-83 


Fiscal  Year 
1983-84 


SPECIAL  REVENUE  FUND 
Revenue 
Expenditures 
Beginning  Fund  Balance 
Assets 


$(11,246) 

(11,312) 

(1,541) 

(1,475) 


$(7,946) 
(8,023) 
(1,475) 
(1,398) 


7.      AGENCY   ACCOUNT   BALANCES 

The  school  accounts  for  cigarette  sales;  gifts,  donations,  and 
scholarships;  and  athletic  activity  in  the  Agency  Fund  which  would 
be  more  appropriately  accounted  for  in  a  Governmental  Fund.  The 
following  Governmental   Fund  over(under)statements  were  noted: 


GENERAL  FUND 
Revenue 
Expenditures 
Beginning  Fund  Balance 
Assets 

SPECIAL  REVENUE  FUND 
Revenue 
Expenditures 
Beginning  Fund  Balance 
Assets 


Fiscal  Year 

Fiscal  Year 

1982-83 

1983-84 

$   (726) 

$   (844) 

(2,277) 

(59) 

(2,251) 

(700) 

(700) 

(1,485) 

$(8,865) 

$(9,141) 

(8,502) 

(9,247) 

(890) 

(1,253) 

(1,253) 

(1,147) 

8.      DIRECT   ENTRIES   TO   FUND    BALANCE 

During  fiscal  year  1983-84,  the  Department  of  Administration 
made  a  direct  entry  to  zero  out  the  school's  fund  balance  and 
increase  current  year  revenue  relating  to  the  school  nutrition 
subgrant. 


26 


MONTANA  DEPARTMENT  OF  INSTITUTIONS 
PINE  HILLS  SCHOOL 
SCHEDULE  OF  FEDERAL  SUBGRANTS 
FISCAL  YEARS  ENDING  JUNE  30,  1983  AND  1984 


Subgrants  through  the  State  Office  of  Public  Instruction 


1983 


Grant  Number 


Cash 
Receipts 


National  School  Breakfast/Lunch  Program 

Education  Consolidation  and 

Improvement  Act  Chapter  I 
Vocational  Education 

Total 


920-6002-2 
920-6002-3 

83-3360021452A 

83-6002-05-20-16-D309 

82-6002-03-20-16-0221 


$  11,611 
68,183 

81,309 
7,400 
2,278 
$170,781* 


1984 

National  School  Breakfast /Lunch  Program 
Education  Consolidation  and 

Improvement  Act  Chapter  I 
Education  Consolidation  and 

Improvement  Act  Chapter  II 
Vocational  Education 

Total 


920-6002-4 

83-3360022452 

84-39-6002-2266 

84-6002-03-20-16-D248 

83-6002-05-20-16-D309 


$   64 

,563 

81 

,089 

13 
1 

895 
,703 
,145 

$161 

,395* 

*  This  schedule  is  prepared  recording  receipts  on  the  cash  basis.  Accordingly, 
it  does  not  include  revenue  accruals  for  fiscal  years  1982-83  or  1983-84.  In 
addition,  it  reflects  cash  received  during  fiscal  year  1982-83  which  was 
earned  and  properly  recognized  as  revenue  during  fiscal  year  1981-82. 
Therefore,  the  totals  on  the  schedule  do  not  agree  to  amounts  included  in  the 
financial  schedules  as  federal  assistance. 
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AGENCY   RESPONSE 


DEPARTMENT  OF  INSTITUTIONS 


TEDSCHWINDEN  GOVERNOR 


STATE  OF  MONTANA 


(4061449  3930 


1539  11TH  AVENUE 


HELENA  MONTANA  59620 


May   15,    1985 


RFHPIVFD 


i  ■  ■  i  . 
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Legislative   Audit   Committee  ^        WiXSlAm  MmW 

of  the  Montana  State  Legislature 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,   MT     59620 

Gentlemen: 

We  have  reviewed  the  audit  report  prepared  by  the  Office  of  the  Legislative 
Auditor  for  Pine  Hills   School. 

The  report  provides  a  very  welcome  service  and  is  sincerely  appreciated. 

Our  response  to  recommendations  is  attached. 


Sincerely, 


$& 


CARROLL  V.    SOUTH,    Director 
Department  of  Institutions 


CVS:bt 
Attachment 
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.1-.   !  PPOItlllNin  I  Mi' 


RECOMMENDATION   #1 

WE  RECOMMEND  THE  SCHOOL  RECORD  REVENUE  IN  ACCORDANCE 
WITH  STATE  ACCOUNTING  POLICY. 

RESPONSE 

Concur. 

The  errors  occurred  at  fiscal  year  end.  It  is  the  School's  policy  to 
record  revenues  in  accordance  with  the  state  accounting  policy. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  SCHOOL: 

A.  RECORD  ALL  FINANCIAL  ACTIVITY  ON  SBAS  IN  ACCORDANCE 
WITH  SECTION  17-2-101,  MCA. 

B.  RECORD  ALL  ACTIVITY  IN  THE  PROPER  FUND  IN  ACCORDANCE 
WITH  STATE  ACCOUNTING  POLICY. 

RESPONSE 

A.  Concur 

B.  Concur 

It  is  the  School's  policy  to  record  all  activity  in  the  proper  fund  in 
accordance  with  the  state  accounting  policy.  HB  500  for  the  1986-87 
biennium  contains  spending  authority  in  the  State  Special  Revenue  Fund. 

RECOMMENDATION   #3 

WE  RECOMMEND   THE   SCHOOL: 

A.  ACCRUE      ONLY      VALID      OBLIGATIONS      IN      COMPLIANCE      WITH 
STATE  POLICY. 

B.  NOT    SPEND    THE    AMOUNTS    ACCRUED    IN    FISCAL    YEAR    1984    FOR 
THE   SDB   CONTRACT. 

RESPONSE 

A.  Concur 

B.  Not  concur. 

Language  has  been  included  in  HB  206  to  permit  the  Department  to 
utilize  these  accruals  for  the  Data  Processing  System.  This  has 
been  signed  into  law  by  the  Governor  and  the  Department  will 
utilize  these  accruals. 


29 


RECOMMENDATION   #4 

WE  RECOMMEND  THE  SCHOOL  RECORD  THE  COST  OF  LAND  AND 
BUILDINGS   IN   ACCORDANCE  WITH   STATE   ACCOUNTING   POLICY. 

RESPONSE 

Concur. 

RECOMMENDATION   #5 

WE  RECOMMEND  THE  SCHOOL  SPEND  NON-GENERAL  FUND  MONEY 
BEFORE   SPENDING   GENERAL  FUND  MONEY. 

RESPONSE 

Concur. 

RECOMMENDATION   #6 

WE  RECOMMEND  THE  SCHOOL  TRANSFER  ABANDONED  PROPERTY  TO 
THE   DEPARTMENT   OF  REVENUE   IN   ACCORDANCE  WITH   STATE  LAW. 

RESPONSE 

Concur. 

On  December  13,  1984,  $1,131.13  was  transferred  to  the  General  Fund 
in  compliance  with  this  recommendation.  Upon  the  close  of  the  Fiscal 
Year  1984-85,  $840.88  shall  be  deposited  with  the  State  General  Fund  in 
compliance  with  state  accounting  policy. 

RECOMMENDATION   #7 

WE  RECOMMEND  THE  SCHOOL  MAKE  TIMELY  DEPOSITS  IN 
ACCORDANCE   WITH   STATE  POLICY. 

RESPONSE 

Concur. 

All  deposits  will  be  made  on  a  timely  basis  in  accordance  with  the  state 
accounting  policy. 

RECOMMENDATION   #8 

WE  RECOMMEND  THE  SCHOOL  UTILIZE  THE  CONTINGENT  REVOLVING 
FUND   IN   ACCORDANCE  WITH   STATE  POLICY. 

RESPONSE 

Concur. 
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The      Contingent      Fund     will     be     utilized     in     accordance     with     state 
accounting  policy. 

RECOMMENDATION   #9 

WE  RECOMMEND   THE   SCHOOL: 

A.  COMPLY  WITH  SCHOOL  FOOD  PROGRAM  ELIGIBILITY 
REQUIREMENTS. 

B.  CALCULATE  THE  AMOUNT  OWED  TO  THE  MONTANA  OFFICE  OF 
PUBLIC  INSTRUCTION  FOR  INELIGIBLE  MEALS  CLAIMED  UNDER 
THE  NATIONAL  SCHOOL  BREAKFAST/LUNCH  PROGRAM 
SUBGRANT   AND   REIMBURSE   THE   OFFICE. 

RESPONSE 

A.  Concur 

B.  Concur 
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